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Abstract 
In contemporary society, foreign direct investment has often been considered as a vital source for development and even for 
sustainable development, one of the major goals in the world we live today, found among the areas of preoccupation for 
researchers and policy makers. This is the generous context in which the paper aims to discuss the relevance of FDI for 
sustainable development, according to its reflection in literature and an empirical research on European Union countries. 
The methodology uses the analysis and synthesis, data interpretation as well as data comparison. The research results, 
considered within the limitations determined by the research methodology and the lack of a common understanding 
regarding environmentally-relevant FDI definition and way of measurement, point out the importance and relevance of 
green FDI in EU countries, with potential to generate rather positive effects, which ultimately, at country level, are 
conditioned by a balance between macro and micro factors. Due to the complexity of the subject, the research may offer 
opportunities for future studies. 
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1. Introduction 
In contemporary society, foreign direct investment (FDI) has often been considered as a vital source for 
development and even for sustainable development, one of the major goals in the world we live today. 
 
 
∗
 Corresponding author. Tel. + 40-720-128-021   
Email address: mihaela_kardos@yahoo.com  
© 2014 The Authors. Published by Elsevier B.V. This is an open access article under the CC BY-NC-ND license 
(http://creativecommons.org/licenses/by-nc-nd/3.0/).
Selection and peer-review under responsibility of the Emerging Markets Queries in Finance and Business local organization
1350   Mihaela Kardos /  Procedia Economics and Finance  15 ( 2014 )  1349 – 1354 
Worldwide, the scientific community and policy makers are interested to find out the determinants of 
sustainable development. The paper aims to bring into discussion the relevance of FDI for sustainable 
development. The paper starts by presenting some reference points from literature regarding foreign direct 
investment in connection to sustainable development followed by a research on this topic for the European 
Union (EU) countries. The used methods are analysis and synthesis, data comparison and interpretation. The 
present paper cannot and does not attempt to cover all topics related to the subject, but it rather aims to set a 
discussion stage, exploring some of the many ways in which foreign direct investment is connected to 
sustainable development.  
2. Literature review 
During the last decades FDI role, importance and impact at micro, macro and global level has been 
extensively debated in economic literature. Thus, one of the key issues refers to the relationship between FDI 
and economic growth. Theories and existing literature provide conflicting results as presented by Wan (2010) 
and Kubny, Lundsgaarde and Patel (2008): on one hand, FDI is considered to contribute to the increase of  
domestic capital, to create employment and to raise incomes, to promote technology and to generate transfer of 
skills through foreign technology and know-how, to boost host country economies; investment is seen as the 
engine of economic growth in the long term (Herman, 2011); on the other hand, FDI may generate negative 
effects such as the crowding out effect on domestic investment, unfair competition between foreign and 
domestic companies, as well as “the market-stealing effect” as a result of the poor capacity of absorption, 
leading to market inequalities or contributing to an outflow of foreign exchange. 
However, current trends have shifted the interest from economic growth and development to green growth 
and sustainable development and, along with these, another question has been raised and has been brought to 
the attention of scientific community and policy makers: what is FDI impact on green growth, environment 
and, ultimately, on sustainable development.  Yet, there is little known about the conditions and the 
components which could determine a consistent positive relationship between FDI flows and sustainable 
development. 
If we consider the assumption that FDI supports economic growth, increased incomes, a greater rate of 
employment and technology transfer, then the answer would be to reduce the impact at the environmental and 
social level, while increasing foreign direct investment flows (Zarksy and Gallagher, 2003). In host countries, 
the environmental and social aspects of FDI are less recognized although they play an important role 
sustainable development. Regarding the environmental aspects, FDI may be either a favourable factor or a  
distorting one (UNCTAD, 1999), according to specific case studies and empirical analysis of two competing 
hypotheses: pollution haven effect and pollution halo effect.  
According to the theory of the pollution haven effect (Grey, 2002; Mabey and McNally, 1999) FDI seeks 
locations with weak regulations, generating weaker environmental standards in host countries. Moreover, close 
to the pollution haven hypothesis is that of the ‘regulatory chill’ (Fortanier and Maher, 2001; Gray, 2002) 
meaning that countries prefer not to set stricter environmental standards for fear they might lose points in the 
competition against other countries in attracting FDI. Still, most of the research done in this respect has found 
little evidence for widespread, systematic pollution haven effects; still, the hypothesis that stricter regulation 
may, in some given conditions, shift the FDI location, cannot be completely rejected (Golub, Kauffmann and 
Yeres, 2011). 
The pollution halo effect stands in stark contrast to the pollution haven hypothesis, considering that FDI 
spreads best environmental management practices and technologies and contributes to the improvement of the 
environment, reflected in some favorable changes of the consumption patterns, from the environmental point of 
view. According to Gallagher and Zarsky (2007), foreign direct investment determines three types of greening 
effects: transfer of clean technologies - more efficient and less polluting in comparison with domestic 
production; technology leapfrogging – by transferring technologies to control pollution; spillovers to domestic 
firms – by transferring best practices in environmental management towards affiliates and domestic 
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competitors and suppliers. FDI could be a useful tool in creating an enabling environment for ecologically 
sound economic and social development. In other words, FDI role is to support productive, social, regulatory 
and institutional local conditions and capacities (Zarksy and Gallagher, 2003). 
The positive or negative FDI impact depends on a balance between macro and micro factors. At 
macroeconomic level, beside the enforcement of the environmental regulations, the FDI impact on the 
environment of the host countries is determined by the structure of the sectors where FDI involves, as well as  
by the extent to which it is located in pollution-intensive industries. At microeconomic level, environmental 
issues depend on the managerial methods and the types of technology used in foreign affiliates of multinational 
companies (Witkowska, 2011). 
FDI has the potential to contribute to the objectives of green growth at country level; however, the 
magnitude of this contribution is largely unknown as there is not a common understanding of how to define and 
measure environmentally-relevant FDI, if we are to narrow the approach of sustainability to environmental 
issues. Environmentally-relevant FDI is considered to appear in sectors where the scope for environmental 
spillovers (energy efficiency, control and reduction of pollution) is greatest. Sanna Randaccio (2012) 
synthesizes the attempts to estimate environmentally-relevant FDI extent and magnitude by UNCTAD and 
OECD. UNCTAD (2010) considers low-carbon products and services, as well as FDI projects in the areas of 
renewable power generation, recycling and manufacturing of environmental technology products (e.g. wind 
turbines, solar panels, etc.). OECD (Golub, Kauffmann and Yeres, 2011) refers to green FDI as encompassing 
all environmental damage from economic activities, instead of specifically focusing on climate change 
mitigation sectors. Furthermore, OECD takes into consideration not only FDI in environmental goods and 
services sectors, but also FDI in environmental-damage mitigation processes. The first component is settled 
within the limits of FDI in Energy, Gas and Water (EGW), while the second dimension considers FDI in 
sectors where the scope for environmental spillovers is greater (e.g. agriculture, manufacturing, mining, 
transport, construction). Another perspective is suggested by Witkowska (2011) considering relevant FDI in 
Pollution-Intensive Activities (e.g. mining and quarrying, wood, publishing and printing, refined petroleum & 
other treatments, chemical products, rubber and plastic products and metal products, even some services such 
as hotels, restaurants and transport). 
3. Research Methodology  
The research goal is to provide a representative imagine of how FDI is relevant for sustainable development 
within the European Union. We choose to consider the narrow and the board approach of environmentally-
relevant FDI, as stated by Golub, Kauffmann and Yeres (2011) and presented above, as well as FDI in 
pollution-intensive activities, as long as it is not yet clear what green FDI may mean or how it may be 
measured. We set our analysis for a 10 year time period, from 2001 to 2010, giving reference values for the 
years 2001, 2005 and 2010.   
The research methodology, specific for the objective and the type of the research, includes literature review, 
data comparison, analysis and synthesis, followed by a dissemination of personal opinion and conclusion. The 
literature review is based on bibliographic resources (books, studies, articles) and official documents (reports), 
while the analysis and synthesis are based on summarized data from OECD database. In our research we 
consider the pollution haven hypothesis non-existent as we conduct our research on European Union countries 
which have common environmental regulations.   
Establishing the sample. From the EU countries, we randomly choose 6, according to the following 
methodology: we use Sustainable Society Index (SSI) – 2012 to rank EU countries, than we split the ranking in 
intervals of five units and we chose for investigation the first unit (country) of each interval, as presented  in 
Table no. 1, refering to the selected countries SSI 2012 score and ranking). The countries selected for 
investigation are: Sweden, Slovakia, Poland, France, Spain and Greece. 
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Table No. 1 The Research Sample 
No. Country SSI 
score 2012 
Ranking 
SS1 2012 
EU Countries Ranking 
SSI 2012 
1. Sweden 6.73 2nd 1st 
2 Slovakia 6.01 9th 6th 
3. Poland 5.54 25th 12th 
4. France 5.38 37th 17th 
5. Spain 5.07 56th 22nd 
6. Greece 4.32 108th 26th 
4. Research Results 
For the selected countries, the situation of environmentally relevant FDI is presented in Table No.2, as 
follows. 
Table No. 2. Narrow and broad boundaries of green FDI. FDI in Pollution-Intensive Activities for the selected countries (Stock, USD bn) 
(2001, 2005, 2010) 
 Sweden Slovakia Poland 
 2001 2005 2010 2001 2005 2010 2001 2005 2010 
Total 91.9 171.9 347.6 5.7 23.6 50.3 41.2 90.7 215.6 
Environmentally 
relevant sectors 
(% of total FDI) 
60.2 
65.5% 
117 
68% 
207.4 
59.6% 
2.6 
45.6% 
14.67 
62% 
28.2 
56% 
21.2 
51.4% 
45.3 
50% 
95.1 
44.6% 
Agriculture C C C 0.01 0.07 0.1 0.1 0.4 0.8 
Mining  C 1 C 0.03 0.1 0.5 0.1 0.1 0.1 
Manufacturing 54.5 89.8 156.8 1.9 11.3 17.3 14.5 33.2 67.3 
Construction 0.1 0.4 2.6 0.03 0.2 0.6 1 1.5 9.9 
Transport 3.4 8.6 14.3 0.7 1.4 2.2 4.8 7.1 9.3 
Energy, Gas & 
Water 
(% of total FDI) 
6.2 
 
6.7% 
17.2 
 
10% 
33.7 
 
9.6% 
0.01 
 
0.03% 
1.6 
 
6.9% 
7.5 
 
14% 
0.7 
 
1.7% 
3 
 
3.3% 
7.7 
 
3.5% 
Pollution-
Intensive 
Activities 
(% of total FDI) 
25.9 
 
28.1% 
48.4 
 
28.1% 
86.7 
 
24.9% 
0.7 
 
12.4% 
6.2 
 
26.2% 
8.2 
 
16.3% 
19.2 
 
46.6% 
12.1 
 
13.4% 
26.4 
 
12.2% 
 
 
 
 France Spain Greece 
 2001 2005 2010 2001 2005 2010 2001 2005 2010 
Total 295.3 660.4 984.1 177.2 384.5 627.5 15.2 29.2 40 
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Environmentally 
relevant sectors 
(% of total FDI) 
62.1 
21% 
137.3 
20.7% 
172.1 
17.4% 
Na 71.8 
18.6% 
 
304.4 
48% 
8.3 
54% 
 
18.31 
62.7% 
22.12 
55.3% 
Agriculture    0.1 0.4 0.5 Na 0.4 1.1 0.001 0.01 0.02 
Mining     0.4 0.8 2.7 Na 0.3 4 0.2 0.4 0.1 
Manufacturing 50.8 113.4 132.3 Na 56.2 155.6 5.8 11.7 13.2 
Construction    0.6 1.5 4.2 Na 0.8 20.9 0.2 0.5 0.4 
Transport    6.1 13 21.7 Na 0.4 47.3 2.1 5.6 7.8 
Energy, Gas & 
Water 
(% of total FDI) 
   4.1 
 
   1.3% 
8.2 
 
1.2% 
10.6 
 
1 
Na 
 
NA 
13.7 
 
3.5% 
75.5 
 
12% 
0.002 
 
0.1% 
0.1 
 
0.3% 
0.6 
 
1.5% 
Pollution-
Intensive 
Activities 
(% of total FDI) 
25 
 
   8.4% 
62.3 
 
9.4% 
106.8 
 
10.8% 
NA 
 
NA 
22.3 
 
5.7% 
74.3 
 
11.8% 
2.3 
 
15.3% 
5.7 
 
19.5% 
4.9 
 
12.2% 
Source: OECD Database 
C – confidential 
NA – not available 
Considering the broad boundaries of green FDI, we note that there has been an increase in the volume of 
FDI stocks in environmentally relevant sectors for all the investigated countries, while the share of FDI in 
environmentally relevant sectors in total FDI increased in Slovakia, Spain and Greece and decreased in 
Sweden, Poland and France for the reference year 2010 compared to 2001. For all of the three investigated 
years, 2001, 2005 and 2010, the greatest share of FDI in environmentally relevant sectors in total FDI was 
recorded in Sweden (65.5%, 68%, 59,6%), while the smallest was in France (21%, 20.7%, 17.4%). Spain has 
the greatest growth rate of the share of FDI in environmentally relevant sectors in total FDI (although data are 
not available for 2001, it more than doubled in 2010 (48%) compared to 2005 (18.6%). For all the investigated 
countries and all investigated years, except France, the share of FDI in environmentally relevant sectors in total 
FDI ranges in the interval of 40%-60%, most of them with figures over 50%. 
The investigation of FDI in EGW sectors (the narrow approach of green FDI) highlights that the stocks 
volume increased from 2001 to 2010 for all the investigated countries, while the share of EGW FDI in total 
FDI increased for all investigated countries, except France. The greatest share of EGW FDI in total FDI is 
recorded in Sweden for 2001 (6.7%) and 2005 (10%) and for Slovakia in 2010 (14%), while the lowest share of 
EGW FDI in total FDI was recorded in Slovakia in 2001 (0.03%), in Greece in 2005 (0.3%) and in France in 
2010 (1%). The greatest growth rate of the share of EGW FDI in total FDI is recorded in Slovakia (from 0.03% 
in 2001 to 14% in 2010.     
If we choose to consider another approach of environmentally relevant FDI, namely FDI in pollution 
intensive activities, the situation is relatively similar. There has been an increase in the volume of FDI stock in 
pollution intensive activities in all the investigated countries for the reference period, while the share of FDI in 
pollution intensive activities in total FDI increased in Slovakia, France and Spain and decreased in Sweden, 
Poland and Greece. The greatest share of FDI in pollution intensive activities in total FDI was recorded in 
Poland in 2001 (46%) and in Sweden in 2005 and 2010 (28.1%, respectively 24.9%). The greatest growth rate 
of the share of FDI in pollution intensive activities of total FDI was recorded in Spain, where it was more than 
double in 2010 compared to 2005 (11.8% compared to 5.7%), while the greatest growth rate was recorded in 
Poland, from 46.6% in 2001 to 12.2% in 2010. 
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5. Conclusions   
Our analysis, as presented above, emphasizes the importance and relevance of FDI in environmentally 
relevant sectors, whether we talk about a boarder or about a narrower approach. As we conducted our analysis 
on EU countries which share the same environmental regulations according to the common European policy, 
the pollution haven hypothesis is not applicable. Therefore, we could consider that FDI are relevant to sectors 
with environmental impact, which ultimately influence and contribute to sustainable development. 
The present study contributes with a relevant research in a still uncharted territory. Although aiming to 
provide a relevant imagine, there are some limitations generated by the research methodology and character, as 
well as by the dimension of the research sample. However, the study may generate further research, based on 
complementary methodology and related topics of the subject. 
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